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N ALGERIA'S INTERNATIONAL RELATIONS

o No

B . ' The portions of this Estimate concerning the implications of the
. |"" ¢ | proposed El Paso natural gas project in Algeria were prepared in
response to a Department of State request for an intelhgence assess-
ment on thns questron

i CONCLUSIONS ‘

RN ' A ‘President Boumediene is clearly in charge of Algeria. His

o || regime has no credible challengers in sight, but the system is de-

- pendent on his personal leadership. His departure from the scene

i | could bring on considerable political uncertainty. Boumediene will

|| continue pressing his policies of state ownership or control of all

| . major economic enterprises in Aigeria, and of developing heavy in-
. dustry, even at the cost of agricultural stagnation and heavy unemploy-
.- ment.

B. Out nf interest and sentiment, Algeria remain‘s non-aligned and
generally aloof from most other countries. Save for the Arab-Israeli
dispute, it will continue to be little interested in most developments
in Arab states and other parts of the Third World. But the Palestinian
issue does arouse strong feelings in Algeria; in times of an acute Arab-
Israeli crisis (as in June 1687) the government might feel compelled
to take at least teinporary action against Israel’s supporters even at
the expense of Algeria’s own economic interests.

C. ‘Boumedlene skllliully plays off the major powers against one
another. The UQSR has pruvxded nearly all of Algeria’s arms and some
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‘economic aid, and France a variety of economic and other benefits
‘including some military assistance in recent years. Much expensive
‘American equipment and many technicians are being used by the
inatlonal oil industry. In addition, the US offers a potentially large
market for Algeria’s gas reserves. In no case, however, have the Al-
‘gerians allowed themselves to come under strong influence from any
outside power,,nor are they likely to.

D. A substantlal oil producer Algeria will continue to rely on
.nsmg oil revenues to pay for its increasingly expensive development
- |projects. Its February 1971 partial nationalization of two French oil
'~ |companies (the only large foreign-owned concerns left in Algeria)
- | promises’ ' Algeria increased income from its petroleum. Though this
move set off a fairly serious crisis with the French, tensions are now
| lreceding, An accord has been reached with one French company and,
o over tune, probab]y will be with the other one as well.'

T T A X But Algeria’s best hopes for added income probably lie in its
P © 'mostly unexplonted natural gas reserves, which are among the three
' . .or four largest in the world. Its first effort to export major quantities
“of natural gas has been its agreement with the El Paso Natural Gas
Company of the US. If this is approved, the Algerians would begin
shipping gas to the US in the mid- or late-1970s, and would initially
- |© ' receive about $120 million a year in new export earnings. Algeria
| - probably sees this as but a beginning and will push for further foreign
! L gas sales =

) | (Sechon III assesses the implications of approval or dlsapproval of
1 the El Paso pro]ect, ‘and Algeria’s long-term rehabihty as an energy

:suppher ) ol :
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DISCUSSION o
1L Algena has had more of an impact on the
international scene than its small population
and its newness as a nation would seem to
warrant. This has resulted, at least in large
part,| from the actions; of an aggresswe and
intensely nationalistic leaderslnp whnch has
deeolomzed and socialized the countty’s econ-
omy, adroitly played off several of *:he great
powers for. its bwn benefit, and given loud
verbal and somé matcnal support to insurgen-
ciet in various parts oftthe world }

e The Algedan commitment ‘to, a non-
aligned international posture seems to rua
deep, yet its attitude toward the us Iw:ll also
continue to be conditioned by its irritation
over ithe US stance m, the Axab-lsraeh con-
flict. ‘ Such factors, alohg with the ,Algcrian

" Governm at’s record of| extremer tough deal-

ings with foreign oil companies, raise questions
both about the general course of US-Algerian
relations over the next several years and about
Algeria’s long-term reliability as an energy

- ' supplier for the US and Western Europe.

1. DOMESTIC SCENE

A. The Regime and its Policies

3. President of the Revolutionary Council
and of the Council of Ministers Houari
Boumediene is clearly in charge; he directs a
dictatorial regime, albeit not a very tyrannical
one. Long the chief of the armed forces, he

' seized power from Ahmed Ben Bella in 1965.

Since then he has consolidated his power,
purged his opponents quashed an attempted
coup in 1967 by the then armed forces’ Chief

| of Staff Colonel Zbiri, and put those loyal
. to him in the important posts. Boumediene is

almost totally lacking in charisma, a respected

! but somewhat wuthdrawn figure. His authority

derives not from mass populanty but from

the well equipped, well paid, and loyal. Al-

- gerian military' and security establishment,
| particularly the 60,000-man army.

4. If Boumedicne's personality has seemed

" enigmatic, his policies are not. He has, over

the years, put virtually all remaining foreign-

. O— o 3
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. owned properties ond assets under
. ownership or control. Until independence, Al-
- geria was dominated—politically, socially, and
" cconomically—by the French. The 1962-1063
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exodus of 90 percent of the million French
residents of Algeria meant the abandorment
of their prosperous agricultural properties,

-+ their government sinecurcs, and many of their
- commercial enterprises to their former sub-

jects. But a number of factories, businesses,

. mines, oil operations, and other enterprises
' continued under French and to 4 lesser extent
. other foreign ownership. Since 1965, virtually
" all of these have been taken over and are now
& being run by the Algetians themselves.!

LS Beyond endmg foreign ownership ard
. control, the regime has ambitious long-term
‘. plans for the development of the nation’s
*‘ economy, which has a mix of weaknesses and
. strengths. On the minus side, Algeria has a
' problem of population pressure on available
~, arable land—a problem exacerbated by a very
'+ high birth rate. (Population is now 14 million
.| people; the rate of increase is 3.1 percent a
! year.) Unemployment is extensive both in the
. cities and rural areas. Most Algerians are still
' poor farmers, dependent on the weather for
.. the growth of enough wheat to feed them-
| selves. Nearly all: the best agricultural land
~ had been taken over by French settlers, who
|| ‘'made most of it into large estates pioducing
. .wheat, citrus fruit, and wine for the metropole.
. “These propertia .are now operated by the
I ;ex employees: of the departed owners along

with recently arrived war veterans and land-

" less peasants; management standards, pro-

ductivity, output, and personal incomes of the

1 At least unti] recently, the government has shown
little intcrest in soclalizing the properties of those
relatively few affluent Algerian professional men,
estate owners, and capitalists who had previously
thrived under the French. This hands-off policy ap-
pears to be changing, however. For example, an agra-
rian reform law just: publishod calls for the breakup
of largc Algerian-owned lmdholdlnm
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farmers themselves have all dropped sharply.
Further, the former protected French market
for wine has been cut off, and niany Algerian
vineyards are being slowly converted to the
production of other:crops.

6. Though agriculture is the orcupation of
most Algerians, it is a matter of fairly low
priority to the government, which continues
to allocate limited resources to it. Rathei, the
regime is out to develop heavy industry on a
large-scale, and has many of the assets needed
for such an effort. Besides having a highly
developed infrastructure inherited from co-
lonial days, the country is rich in exportable
mineral resources: principally oil, natural gas,
and some iron ore. Algeria’s gas reserves are
large, but only a fairly small amount has so
far been exported. Peaoleum is another mat-
ter; Algeria is an important world oil producer,
Its income from the sale of oil reached some
$650 million in hard currency in 1970 (71
percent of its export earnings). This has
enabled the regime both to build up foreign
exchange reserves of several hundred million
dollars, and to begin work on an ambitious
scheme designed, perhaps over two or more
decades, to make Algeria an affluent industrial
power. This effort will be extremely expensive;
it will require ever larger imports of costly
capital goods which in turn will depend on the
receipt of more and more foreign exchange.
Greatly enhanced export earnings over present
levels, along with fairly strict austerity at home
to restrain import levels, will be nended to

carry out such a program

7. The Boumediene regime has been ac-
tively pursuing these : policies over the past
few years. A general belt tightening and higher
taxes have been imposed. Private foreign travel
is discouraged. Strict controls over import' of
consumers goods are in effect. A number of
import substitution industries, such as textiles,
have been built, Efforts to get uiore petroleum

~ revenues from—or in spite of—the French
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‘have been pursued with tenacity. With the
‘proposed El Paso agreement to export natural
.gas to the US, efforts to earn iarge sums from
‘Algeria’s rich gas deposits have begun.? Ten
‘to 15 percent of current oil earnings are being
plowed back into exploration for more revenue
yiclding oil reserves, and for the construction
.of more pipelines. The principal planned in-
dustrial projects now underway, a steel mill
and 'three petrochemical complexes, are de-
‘s1gned not to provide many new jobs, but to
‘bring in new export earnings and to provide
further import substitutes. Concentrated gov-
emment efforts in these fairly |limited areas
have led the oveérall Algerian economy to grow
at m statnstlcal rate' of 56 percent a year,
despite the poor performance in the agricul-
tural sector and the |continued low living
stunciards of most of the people 5
l ‘Algcna continues to proclaim itself a
socmhst state, but it is an unusual one. In
practice, it is developing something akin to
state ' capitalism. Government ' corporations,
with varying efficiency, now operate such
specific sectors of economic activity as mining,
textiles, and petroleum—in all of which they
have a monopoly. Within the limits of basic
central government policies, each corporation

~ is more or less autonomous. The best known

and most effective of these is SONATRACH,
the state corporation responsible for petroleum
and natural gas. Developed by the able Belaid
Abdesselam, now the Minister of Industry and
Energy, SONATRACH has shown itself
capable of handling virtually all aspects of
the petroleum industry, including exploration,
extraction refinmg, and marketing. In these
efforts they have had extensive help from
hired foreign advisors including Americans.
It is too early to tell whether SONATRACH
will retain its. present high standards, or
whether other state corporations will come

1 ? Paragraphs 34-46 below discuu the El Paso project
in detail. ol ]

to approach them. If they do, such competent

. management would_ be of great assistance in
- achieving Algerian development goals.

B. Political Prospects

9. We know of no current serious opposition
to Boumediene or his policies in the govern-
ment or the armed forces. The public at large

' apparently continues to demonstrate the po-
- litical apathy prevalent since the end of the
| independence war, The government's long-
" term development program, even with the
. austerity it entails, appears to have fairly
' general acquiescence, save for the small but
- hard pressed middle class. Nonetheless, the
. Algerian regime——no matter how stable it now

appears—remains a vulnerable one. The mar-

- ginal living standards of most of its farmers,
. the gross lack of employment opportunitics,
© the additional hardships imposed on the people
' by the development program, the presence of
. a small educated bourgeoisie chafing under
. rule by hardnosed, socialist army officers add

up to the potential for ecpressions of mass

~ public unrest. There is no way of predicting if
~ or when popular explosions might occur, but
~ they cannot be ruled out.

10. The present system is highly dependent

" on the cuntinued personal leadership of

Boumediene. There is no Deputy President
or generally recognized number two; neither

. is there any institutionalized procedure for
~ choosing a successor. A new constitution was
. promised years ago but has never been

promulgated. Some  controlled local and re-

~ gional elections have been held, but there l:ave

~ been no national ones. There is a single of-

ficial political party, the National Liberation

- Front (FLN), and it is seeking to reorganize

and strengthen ' itsclf. But the FLN is so in-
herently weak and subordinate to the govern-
ment as to make it a negligible political force.
Algeria is still too new and its political tra-
ditions 21d institutions too undeveloped to

L | 5
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pcrmit a very eo'lfident assessm-nt of long-
. term prospects were Boumediene to lose his
. grip or leave the scene altogether.

" 11, Were he to do so, the surviving prin-

cipals in the Council of Ministers and the

army would probably step in at once and seek
to play the major role in.ruling the country;
they. might institute some form of collegial
rule. But without Boumediene’s strong direr-
tion, splits—brought on both by ideological

- and personal differences—and infighting could
. easily develop over time. Indeed, there are

already reports of disputes among the top
leadershnp. at least one minister is alleged
to  oppose the regime’s austerity measures.
Boumedlenes defeated rivals, Ben Bella and
Colonel Zbiri, are.still alive—the first under
detention and the second. in exile; they both

- probably have some backing in the country.

N FOREIGN AFFAIRS

In ‘any event, while tho domestic scene now
| appears stable and quiet, Algeria’s longer term
3 pohtical future is far from assured.

| i

A Algeria’s Foreign Outlook

12. As a strategically located potentmlly
wealthy, moderately influential Arab-African
country, the Algerian Government is mclmed

~ both by interest and sentiment to avond align-

ment with any of|the Great Powers. Rather,
it nomlally seeks, in the classlc Third | ‘World
pattern, to play ma)or outsxde states off against
each other for its own benefit, and it has
become quite slulled in déing s0. At the same
time it stubbomly resists! efforts of outsiders

B tolintelferelnits n.ffairsl N

13, Ideology and senﬁment, much{ of it

:created during the bloody 1954-1962 war of
1 mdcpcndence, usually incline the Algerians

the same way. During that war fought against
the French, Algeria got little or no assistance
from exther the US or the USSR (for, of

1*f ‘z

¥

course, very diffcrent reasons), at least until
it became clear that victory was inevitable.?
Fellow Arabs provided arms, ¢2f=haven, and
verbal support, but were careful not to become
directly involved. Whatever outside assistance
they rececived, the Algerians belicve that,
basically, it was because of their own fighting
and heavy sacrifices that they won their in-
dependence. Innately suspicious of outsiders
anyway, and not particularly grateful to any-
one, they cherish freedom of action, and are
very sensitive to any ex.ernal pressures.

14. Most politically aware Algerians have
very strong feelings on the Arab-Israeli dispute,
feelings which could lead to moves against
those considered to be allies of the Israelis—
particularly the US which, in the eyes of
many Algerians, is tainted with other sinc as
well. In times of acute crisis, these seatiments
can become so strong that the regime cannot
ignore them. In the June 1967 Arab-Israeli
war, public opinion was so aroused that the
government felt impelled, though probably re-
luctantly, to impose a temporary embargo on
all trade with the US and UK (alleged to be
fighting alongside the Israelis) and to break
diplomatic relations with the US (those with
the UK had been severed previously ). Though
these moves had little short- or long-term prac-
tical effect, the regime might, in a comparable
situation, again feel it would have to take
shnilar measures, even at the price of damage
to the Algerian development effort or the
economy as a whole i

| 15. Other" thané in such critical times, the
Algerian Government does not pay much at-

tention to the Mndenst sntuahou Despite its

' The Algerlan rebds dld receive substantial arms,
public support, and diplomatic backing from the
Chinese fairly early on. But in recent years, the Al-
gerian-Chinese relationship has been one of long dis-
tance cordiality. China provides virtually no economic
or military aid and ths level of mutual trade is very
low.
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rigid! anti- Israeli staricd, its publlc rejection
of a|cease-firc, its avowed refusal to coun-

o tenance any compromise settlement with the

Israelis or to abandon the rights of the Pales-
tinian Arab people, the Boumediene: regime’s
actual military and economic involvement is

~ negligible. In 1967 it did send a small military

force to join the Egyptians along the Suez
Canal, but withlrew these troops in 1970 when

~ the Israeli-Fgyptian cease-fire provided an

excuse, Algeria does provide Palestinian guer-
rillas with arms, training, and verbal support—

. much as Arab countries far from the battle-

field aided it in its own war of independence.
Otherwise, the Algerian leaders publicly and
privately express a low opinion of Eastern

N Arab officials and their military forces; they

are likely to continue, as much as possible, to

. . avoid real involvement in the problems of the

1

\ B. Rolaﬂons with fhe Third World
' 16. Algerian policy toward the rest of the

' Third World is. partly a function nf geograph-

jcal proximity. Tunisia and ‘Morocco have

. loomed quite large, beginning with the early
* 1960s, when relations with both were seriously
- strained by mutual suspicions and as a con-
- sequence of Moroccan and Tunisian claims on
- large parts of Algeria. In 1963, Morocco bested
' Algeria in a brief border war; relations were
. tense throughout the area during much of the

1960s. Subsequenitly, for a variety of reasons
including the shelving of the border ciaims

.+ and a gradual appreciation of their common

interests, the situation has greatly eased. Re-
latnons have so improved that the three coun-
tries now envisage such modest cooperative
ventures as a |joint international alirline.
Though unforesceable incidents could change
this picture, Algeria’s relations with Tunisia

~and Morocco seem likely to remain fairly

placid. Wealthier, having no territorial claims
against its neighbors, possessing the most

i

i
L

Ll

- powerful military force in the area, Algeria

now sees little threat in the Maghreb, and

~ maintains good bilateral relations with all its

neighbors, These circumstances will permit

~ Algeria to conceiftrate on its own parochial
- problems, though it will continue to give lip

service to the idea of some loose federation

- of the Maghreb states, and will hope even-
. tually to become the dominant state in the area.

17. Algeria’s reaction to the abortive coup
in Morocco was a careful one of restraining
comment unti] the situation became clear. Al-

. though the Algerians sympathize with the idea

of a republican. Morocco and consider it
likely to come in time, the Boumediene
regime fears the advent of an erratic na-

tionalistic Moroceo, particularly one which
" might revive territorial claims against Algeria,

and thus apparently now prefers predictable

rule by King Hassan to uncertain altemnatives.

18. Algeria’s relations with Africa have been
marked by a declining patience with the
liberation movements and a growing emphasis
on governmental relations. The Boumediene
government continues to suppurt those African
rebels fighting the Portuguese, Rhodesians,
and South Africans with modest inputs of
arms, training and propaganda. But its atten-
tion has turned. to improving relations with
individual African states such as its Saharan
border neighbors—uow objects of Algerian
aid and training—and certain states sharing
other common interests.

19. Algeria’s relations with most of the other,
more distant peoples of the Third World are
relatively aloof. The principal exceptions to
this have been the Vietnamese Communists
whom for years the Algerians have sincercly
and vehemently supported. The Algerians be-
lieve the Vietnamese Commuaists have much

in common with themselves in that they have,
at considerable sacrifice, mounted a major,
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. sustained,

- against a great power, Further, the Algerians
~ aro asked for nothiug but political, diplomatic,
" and propaganda support——all of which are

N
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and not unsuccessful struggle

emotionally satisfying, sincerely given, and
cheap. As far as the other lesser powers of the

~ world are concerned, the Boumediene govern-
- ment pays little attention to them save as

potential customers. : C

C. Relations with the USSR =
20. When Alger(an independence came in

| 1062, formal diplomatic  relations with the

Soviets \were established, | but littlo else. But
as Ben Bella proclalmed himself a socialist
revolutionary and | an ideologue somewhat on
the Castro model, a thaw ‘ensued and the So-

' viets extended lurge offers of ¢conomic aid.

- When Algeriu fll-equipped army came off
~-second best against the Moroccans in the fall

of 1963, Ben Bella turned to Moscow for mili-

. tary supplies and ‘got a qulck and gratifying
| response. By 1964, ‘Algeria was being! vigor-
- ously lauded in the Russian media; Ben Bella
- was accorded a hero's welcome in Moscow
and ties became quite close. Ben Bella's ouster
' in 1965 did not immediately change §he ap-
- pearance of things; the Maghreb was engaged
. then and for some years in a cold war of its
~ own. The Soviets were accused of, or suspected

to be supporting Algeria in its quarrels with

| ‘Morocco and Tunisia; the US came in for

similar ‘accusations about backing Algeria's

X ‘hostile neighbors. An image of Algeria was
‘publicized by somé of its enemies. depicting

it as a new North African Cuba, loyal to the

socialist camp, under the strong influence of
if not direction from Moscow, shouting de-
'; . fianco at and promoting revolution throughout
5 ~;the non-Communist world : J

2L Such charges were not complete’y with-

', out foundation, at least in the days of Ben
"' Bella. During 1963 and 1964, the USSR cx-

tended $231 million in economic credits, and

$235 million in military grants and credits.

Since Boumedicne took power, the Sovicts

have extended $3 million in economic credits

and $150 million in military assistance, in-

cluding a $100 million agreement signed in

February 1971, The Algerian Armed Forces

are almost completely cquipped with Soviet

armaments. These forces are of course depend.-
ent on Moscow for spare parts, ammunition

and the like. Some 1,000 Russian military

technicians are in Algeria as instructors in the
use and maintenance of Soviet furnished

equipment including 149 jet fighters/fighter

bombers, 325 tanks, 9 guided missile patrol

boats, and air defense radar and weapons in-

cluding SA-2 missiles. About 2,000 Soviet eco-

nomic technicizns are also present under the

economic aid agreement

- 22. The Soviets have not been able to trans-
late this significant investment of wnilitary and
economic aid into a similar amount of in-
fluence over the Boumediene government. Al-
though, under usual international rules, the
Sovict Navy may with prior permission call
at certain Algerian civilian ports, all Soviet
attempts to obtain naval and air bases have

‘been sharply rebuffed. Contrary to some recent

reports there are no Soviet comhat units, or
Russian-piloted Tu-16s or Foxbats in Algeria.

23. There are scveral factors which have
curbed Soviet influence. Most of the military
and economic aid was extended in Ben Bella's
day. Economic credits have been drawn down
very slowly; the Algérians show a marked
preference for Western equipment and know-
how. The Algerians have sought to limit their
dependence on Sovict military support by buy- .
ing small amounts of such French equipment
as jet trainers and by arranging for military
training programs in France and to & smaller
degree in othor West European countries—
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e.g., Italy.“’ The Algerians are also probably
awvare, whatever their dependence on the

. USSR for 'ammunition and: military spare
. parts, that there is little likelihood of these be-

ing cut off. A Russian arms embargo imposed

- on a non-aligned, Arab, often anti-Western and
' pro-Soviet country would have extremely un-
- favorable repercussions throughout the Mid-
~ dle East and the Afro-Aslan world s0 far as

Mosoow is concerned. ‘
| 24. Further, while normall;. not openly criti-

i cnl of Soviet foreign policy, Algeria does not
.. go along with Moscow on everything. Thus it
* . has regularly denounced the Russians for sup-
. porting the Middle East cease-firr and the
- various efforts in and out of the UN to find

a peaceful solution in that area. The Algerian
leaders have also demanded the departure of

| . all foreign—including Russian—naval forces

from the Mediterrancan, Thus while Algeria
has ties with the USSR which are often very
useful and profitable, in the last analysis its

- policies parallel those of the USSR only when

Algeria’s own definition of its interests and
sympathies dictate, The ult!mate test cf this
assessment would be whether the Algerian
Government would—like Egypt—permit regu-
lar Soviet military forces to be based on its
own territory. We doubt it very much. Unlike
Egypt, Algeria is not critically dependent on

~ the USSR for its defense, and it is hard to con-
- ceive of its becoming so. It would probably

take extreme circumstances, such as:another

. Arab-Israeli war in which the US was brlieved
 to be directly involved on the Israeli side and

the USSR was thought to be fighting with the

Arabs, to impel | the Algerians to grant even
f tempdrary base privxlegels to the Sovnets

'Slmllarly the Algerlans havd blunted French eco-
nomic pressures by selling wlne—embargoed by Paris

-~ and mbstly unsalable elsewhere in the: West—to the
' USSR, ! though on leu favorable terms to Algeria.
Most vital export ‘révenues, bf course, ‘are eamned in

Western Europe and the US, and the Algerians clearly

25. The city of Algiers has become, and re-
mains, a principal safehaven for revolutionary
exiles from all over the world. American Black
Panthers, Quebec separatists, and South Amer-
ican prisoners releascd as ransom for political
kidnappings have been accepted and given
accommodation. This of course derives from
Algeria’s own “revolutionary” heritage. Alger-
ian enthusiasm for these non-African exiles—
whom it provides little or nothing more than

" the equivalent of room and board—may be

waning. To our knowledge, Algeria supports
and subsidizec none of their activity against

“ their respective homelands. Rather it has

viewed some, such as Dr. Timothy Leary, with

- open hostility and others, such as Brazilian
_revolutionaries' and the Black Panthers with
. obvious discomfort.® One reason, no doubt, is

the incompatibility between extending support
to revolutionary militants on the one hand,

“and the desire for reasonably good relations
- with the govemments they oppose on the
other. S

D. Relotionsj with the West

France

- 28. Oil was discovered in Algeria by the
- French in the 1950s, and production has grown
continuously since, By 1970, output was close

>to one m'llion barrels per day (bpd). The
'value of this oil is enhanced by its very low
wsul Jur content and the fact that the fields
'are west of Suez and relatively close to Euro-

Ipean markets, When Boumediene took over

in 1965, French companies produced about 70
percent of the total, other European and‘

i %In carly July, Algeﬂa nnnounccd a set of stringent
‘guldelines on the . treatment of airplane hijackers. If
‘applied, they guarantee at least an initial term in jail
‘for anyone hijacking a plane to Algeria in all but the
'most exceptional citcumstances. Thus were an Ameri-
‘can citizen to hijack & plane to Algiers, he would
‘automatically be granted asylum only if the US Gov-
ernment requested this be done. ‘
Fo :
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American ﬁnm the rest. The non-French pro-
‘ducerswere taken over by the Algeriah Gov-

ernment betweon 1967 and 1970, and all were

P “eventually nationalized with mutually agreed

corﬂpensaﬁon.lé ] ! ‘

: i |
i

7. Algerian relations with the two French

" companies (ERAP and CFP) operating the re-

R ‘maining foreign-owned ficlds became moro

and more strained in this period. Negotiations
between the two governments stretched on for

- nearly two years, and became more and more

acrimonious ‘and | inconclusive. Finally, in
February 1871, the Algerian Government uni-
laterally nationalized enough of the French

; companies’ assets : to raise its participation in

" the oll

" 'them to 51 percent. Algerian managers were

put in charge, } rices sharply raised, and com-

pensation arbiharily set.| . |

: 28 The moves set off a serlous though tem-
porary French-Algerian ' crisis, with many

angry words and ~xome acts by both sides. The

‘French .announced that the “special relation-
:ship” with Algeria was dead. According to the

French, this meant that over time Algeria

‘would no longer \be given special privileges
(particularly as contrasted with Tunisia and
‘Morocco) with respect to immigration quotas,
to tariff preferences, to:technical assistance
.programs at. reduced costs, and to special
-quotas for wine imports, Of immediate impact

was the termination of a $33 million a year

financial aid program. Fuither, the French
:Govemmem gave up responsibility for nego-
“tiating with the Algerians on oil matters and
turned it over to C'P and ERAP ‘These com-

] {

* Under the anco-Algerlan speclal relaﬁonship

" fnistitated by de Gaulle, petroleum agreements were
. to bu worked out on a state-to-state basts, and entailed
i political as well as economic consideratiuns. The recent
.. negotiations covered a variety of disputes and issues,
' . . some of & general political nature, some quite technical.

Iri the last analysis, however, nearly all were concerned
with Algerfan efforts (and French resistance) to get
control of operations and to obtaln more money for

panies’ initial response ‘was tough—withdraw-
ing French techniclans from fields and refin-
eries, rejecting Algeria’s torms for nationaliza.
tion, refusing to lift any more oil from Al
gerian ports, buyiuz substitute ofl elsewhere,
and threatening .v take Jegal action against
anyone who bought Algerian ofl (though they
have not carrled out ihis threat).

29, The Algerians responded by imposing a
boyt.ott on imports of all but the most essen-
tial French goods, and haraszing French resi-
dents in Algeria. They also issued announce-
ments about a series of favorable agreements
between SONATRACH aund a host of Ameri-
can corporations assoclated with the petro-
leum industry. Of greater consequence were
active and—so far—relatively successful ef-
forts by SONATRACH to miarket the oil from
the formerly Fronch-owned properties. By
June 1871, something over half the previous
levels of petroleum exports were being regu-
larly sold to independent oil dealers in Eu-
rope.! Algeria, no longer sharing the income
with CFP and ERAP, was then getting about
the same revenue as before February 1971.
Prospects are that sales wxll continue to rise.

- 30. French recogmtxon of this fact, along
with the continuing strong, though partly in-
tangible, ties which still exist between the
two countries, have brought about an easing
of the situation, and indeed the likely erd of
the crisis. Algeria and CFP have signed a new
agreement apparently involving compromises
on both sides. CFP accepted the terms of na-
tionalizati.n and’ promised further investment
in its share of operations The Algerians agreed
to 20 percent higher compensation for prop-
erties taken over, and apparently—though we
do not know the exact terms—to provide CFP

' At the time of nationalization, SONATRACH was
producing roughly 300,M00 bpd, ERAP 340,000, and
CFP 280,000. In addition a few small French and
Ameiican companies collectively produced something
under 100,000 bpd

v e
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 with oil at prices lower than they had initially
- decreod. ERAP has bogun negotiations with
. Algeria. Its somewhat different circumstances
| are bound to make the process of reaching an
. agreement more complicated (CFF’s Algerian
. holdings amounted to only about 20 percent of

. its overseas producing assets beforc nation- -

| alization; in ERAP’s case the figure is roughly

- 80 percent). Nevertheless, an eventual accord

, with ERAP now seems hkely, though not

' certain.

31. Even if difficultiea with ERAP con.

' ' tinue, official Franco Algerinn relations appear

_to have stabilized. The two remain inajor

- trading partners. Algerian workers in France

* remain economically useful to both.* French

| language and iculture’ struck very deep and
' pervasive roots in the 130-year occupation (9
percent of the: Algerians read and write only
r‘rench 5 percent only Arabic, 11 percent
- both) and this will continue for decades at
least. Both parties continue ‘to value the
French cultural and technical aid' program,
under which some 6,000 French teachers and
several thousand techmcians are in Algeria.
Pohtically the two are not likely to be very
cooperahve, disputes, | isome acnmonious, are
-almost certain, but none now appears likely
'to bring on a permanent rupture in Franco-
'Algerian relations. Algeria serves as an im-
)portant link for France with the Arab world.
_France of course will serve as a useful counter
to other great powers, e.g., a potential supplier
.of arms and tnlning if the Sovxets prove diffi-

;T umnowoverOOOOOOAlgerianslnFrance
' They hold low paying, menial jobs which Frenchmen
'refuse to accept. Serving as a safety valve for the
'Algerian population explosion, they also repatriate
‘abaut $200 million a year to the homeland—support-
lng a number of unemployed relatives and bolstering
|Algeria’s exchange position, Barring a total—and un-
likely—rupture between the two nations, the present
Algerian residents in France will probably not be
i ' 1 ' : . l
(

H . |

cult, and as a potential source of skills and
market for gas {f the US were to present
problems.

The United Stafes

32. A number of issues will continue to
trouble US-Algeriau relations. These include
Algerian resentment of US supply of military
equipment to France during the independence
war, Algerian dislike of most US foreign poli-
cies, the nationalization of US firms in Al-
geria, the sharply differing idcological out-
looks of the twn countries, normal Algerian
suspicions of foreigners, and safehaven given
exiles from the US. But this again is not the
complete picture. Determined to increase their
export eariings, the Algerians have evidently
concluded that the US, of all the developed
countries, offers the most sophisticated skills
and the highest quality equipment needed to
develop and operate complex moern projects.
And of course they see the US as a source of
development capitsl and as a potentially lucra-
tive market for exports of Algerian natural gas.
Thus despite a good deal of harsh rhetoric, a
number of steps have been taken over the past
few years which have put US-Algerian rela-
tions on a more amicable basis than before.

33. Several hundred highly trained and well
paid US specialists have been hired, mostly
by SONATRACH but a'so by other state cor-
porations and the government. Much sophisti-
cated US equipment is being imported. Sev-
eral joint ventures, with an Algerian state
corporation holding 51 percent of the shares

. and a US firm 49 percent, have come into
_ operation. These include such scheiaes as con-

struction of an elaborate computer center and

~ various advanced oil exploration projects. The

cumulative value of these projects is not negli-
gible. There is little trade between the two
countries, outside that related to the petroleum
industry. In 1969 Algeria imported about $80
million in goods and services from the US.

- iy o 17
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34. Along with this has been, over the past

' few. ycars, the evolution and negotiation of
- the proposed El Paso project, which would
~ provide substantial quantities of Algerian nat-

* ural gas to the American market by the mid-
- or late-1970s. If finally approved, it would

‘! entail total investmert (at 1970 prices) of

‘|| about $1.2 billion, with the costs split about

| “evenly between SONATRACH and the El

-1 Paso Natural Gas Company. SONATRACH,

i ‘with losu and credit guarantees from the US

|| Fxpori-Import Bank amounting to $285 mil-

lion, would build a large gas liquefaction plant

| and a pipeline to the Hassi R'Mel gas field.
The latter is a sizeable one; even with the

large volumes contempiated, only about 10

percent of it would be; exploited. El Paso
|i1 would order from:6 to 8 specially built liquid
- -natural ;gas (LNG) tankers, and construct

facilit:ct on the east coast of the US to recon-

"+ vert the LNG into gas. The entire operation,
‘oven if ‘approved. immediately could not go

into production until 1975-1976 at the carliest,
after which time Algeria would begin receiv-
ing about $120 million a ‘year in export earn-

. ings from it. But of course the agreement

would imply making the US a much larger
tradmg partner earlier than that,

35. There is httle doubt that the Algerinn

.GOVemment has put a very high priority on

this arrangement, and for good reason. Al-
gerin’s natural gus reserves are enormous (ex-
ceeded only by those of the US, the; USSR,
and possibly Iran), and mostly unfapped
They provide probably the only potential for
sharply increased, earnings of the foreign ex-
change necded for the country’s ambitious in-
dustrial development progrnms' With non-

-polluting natural gas coming into greater
demand in nearby Western Europe as \vell as

N S |
‘A]nerlu pmven pe!xoleum reserves ln nlatlon to

‘ “‘output are relatively:small, Some cxperts believe that
‘unless substantial new reserves are discovered soon,
r*  output will lctually begln to dmp within a fgw years.

AR
'.Z"“‘li
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the US, the Boumediene regime clearly sees
the El Paso project as the first step in what
could ultimately become a very large, very
profitable enterprise.!®

. 36. The spade work and negotiations with
respect to the El Paso project have led to a
noticeable lessening of frictions betwcen the
Algerlan Government on the one hand, and the
US Government and American private firms
on the other. US ol propertics which werc
originally sequestered or confiscated have now
been paid for on mutually agreed terms. Day-
by-day bilateral discussions are generally busi-
nesslike and not characterized by propagandis-
tic rancor. Vietnam and Israe] are not forgot-
ten, but they are no longer very active subjccts
of debate. US-Algerian relations are now—
from the Boumediene government’s point of
view—principally concerned with finding mu-
tually acceptable means of enhancing Algeria’s
profitable energy exports. In this context, the
outcome of the pending El Paso project will
play a major role in detormining future US-
Algerian relatiom

. IMPI.ICATIONS OF THE EL PASO
PROJECT fj o

A. The Shorf-Term Ovutlook

. 37. Beyond a certain level of generalization,
Algeria’s immediata courses of action follow-
ing approval or disapproval of the El Paso
project cannot be specifically estimated in ad-
vance. Approval vould strongly reinforce the
present even, businesslike atmosphere of US-
Algerian relations, but it would lead to no
marked shift in Algcria s international outlook,
much less in 1ts relahonshlps with other

© “It should be noted that while in February 1971
Algerta nationalized 51 percent of the French com.
paniec petroleum assets, it took over 100 percent of
their gas deposits. Prior to that time it had had the
right to purchase all the gus it wanted at the cost of
production O ‘

v
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Paso contract as a commercial venture, and
approval of the deal would not givo the US

much political leverage over the prickly Al-

gerians, They would not react to US approval |
~ of ithe projoct with a burst of gratltuuo, nor
would they refraln from, say, counseling the |
- Libyans on courses of action which could ultl-
‘ mately lead the oil companies there (80 per-
- cent US-owned) to face a future similar to that
. of the companles formerly in Algerla. *

38 Whother approval would lead the Al-

~ gerians to take the initiative in restoring diplo-
* matic relations with the US is an open ques-
* tion; there are reasons for and against their -
~ taking such a step. A formal diplomatic rela-
~ tionship would enabla each side more fully to

' staff its embassies, and thus facilitate further
commercial transactions. But the two powers

- tals which have become embassies in every-
thing but the formal trappings of protocol.

have shown—adequate means for the two
countries to deal with each other. Further, the
| break in 1967 was essentially a symbolic pro-
. test against US Middle Eastern policy; in Al-
. gerlan eyes, the latter has changed but little.

Other Arab countries that broke relations with
- the US in 1967 have not made any move to
restore them. For all their independence of,
and sense of superiority to, other Arabs, the
Algerians are likely to be wary about taking
| such a conspicuous first step, particularly if it
seemed to be part of a single commercial proj-
ect. But, over time, particularly if other eco-
nomic ties should grow, the prospects of re-
stodng diplomatic relations would be en-
hanced as a result of the E] Paso deal.

39, D:sapproval of the El Paso operation
- would, of course, bring forth angry reactions.
 Just how angry, and just what concrete steps
- would follow would depend to some extent on
the manner in whlch the rejection was an-
| , .

|

powers. The Boumediene regime sces the El

retain Intcrest Sections in the respective capi-

They provide—as the El Paso negotiations |

f

nounced. If done in such a way as to lead
the Algerians to believe they were being in-
sulted or blackballed for political reasons, the
reaction could be ficry, at least in a verbal
sense. And a rejection would almost inevitably
be ascribed to political motives. Other than the
Interests Section itself—which might be ex-
pelled if the Algerians felt provoked enough—
there are virtually no tangible US assets avail-
able for the government to seize as repris.ls.
The several hundred American specialists
employed by SONATRACH might receive
some personal harassment, but being “unoffi-
cial” they are not likely to be expelled. The
Algerians would probably denounce the US
in such organizations as OPEC and throughout

.the Arab world. Radical oil producers in that

area, eg., Iraq and Libya, would be sym-
pathetic to Algerian complaints, but rejection
of the E]l Paso project would probably not
in itself lead them to take any new immediate
anti-American steps.

40. Despite its pique with the US, we doubt
that Algeria could or would turn e :st and seek
from the Russians what they could not get
from the EL Paso Natural Gas Cumpany. They
are almost certainly aware that the USSR does
not need the gas, probably could not soon
produce the LNG tankers to ship it, and lacks
the foreign exchange to pay for it. They might
take out their immediate resentment on the
French. The ever wary Algerians suspect Paris
of plotting to kill the El Paso deal, both to
keep the Americans out of their sphere of in-
fluence and to punish the Algerians for their
recent anti-French acts. Though the great bulk
of French properties have already been taken
over, there are still enough French interests—
e.g., their remaining 49 percent holdings in
the oil companies and their large export mar-
ket in Algeria—to make them more vulnerable
than others to retaliatory actions. Whether the
Algerian; would actually retaliate against the
French is essentially unpredictable, but would

i
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-+ depend, ‘among other things, on whether the
-, French might be preparcd to step in to take
. the gas originally intended for the US.

B. The I.onger"l'orm Outlook: Algeria’s
Probable Reliability as an Energy
Supplier :

41, If the E! Paso contract is approved it
is to run for a period of 25 years. No one can
posit with much certainty Algeria’s—or most
other countries’—reliability as an energy pro-

" ducer over so long a period. We list below
those factors bearing on the problem which
are most likely to be of continuing relevance.

42. Incentives for the Algerians to 'continue
shipments of gas to the US, even in time of
severe political stress, are strong, and likely
to get stronger over the years. Algeria needs
the money, and as time passes it will need it
even more. Despite its oil revenues, it is not
just another rich Mideastern oil producer, it
has 16 times the population of Kuwait, while
producing only a quarter to a third as much
oil. Unlike Kuwait, Libya, Abu Dhabi, and
other wealthy Arab mini-states, Algeria has

. not and cannot pile up huge foreign exchange

reserves simply because it lacks ways of use-
fully spending the money. From an economic
point of view, Algerhs situation is more like

" that of Iran; it is committed to spending ever

more on increasingly costly . development

- schemes.)! As projeﬂts get further along, it
- will become morei and more difficult for Al-

geria to do without the regular, increment of
funds needed to continue them, it ls easier

u Like Algerll lrnn hu A fal.rly large population

‘ and promising economic potential. Iran embarked an
" expensive economic development program long before

Algeria did. This is now well along, ‘has so far been
successful, but has become increasingly costly. Levels
of exchange reserves ara low; indeed foreign Indebted-

. mess is increasing. Evur more strongly committed to

the proaram, the Iranian Government is both endlessly

. wrangling for more money while showing great care
"' not to bring about even a temporary halt in income.

o wm

to discard plans for a steel inill than to aban-
don it three-quarters completed. This would
almost certainly remain the case even if the
present or a future Algerian regime were to
shift its prioritics from building heavy indus-
try to promoting employment through sub-
sidized labor intensive industricr; any eco-
nomic plan aimed at boosting living standards
will require very substantial funding,

43, Further, natural gas is Algeria’s recal
hope for greatly increased revenues over the
next several decades. Geological surveys to
date indicate that it will not be able to rival
countries like Venezucla or Saudi Arabia in
volume of petroleum produced. But Algeria
may very well become the world’s principal
exporter of gas; over the longer term both the
amounts extracted and the revenues received
may become very great indeed. One of the
important prerequisites for bringing this about
is to make the product attractive enough to
generate a rising demand for it and to attract
the huge amounts of capital necessary to ex-
ploit it. Such Algerians as Belaid Abdesselam
(and very probably Boumediene) are well
aware that playing politics with gas sales is
not the way to lure more customers.

' 44, Rational economic interest is not, of
course, necessarily going to be the determinant
of Algerian policy in all circumstances. We
have discussed above an element in Algerian
thinking—the intense anti-Israeli sentiments—
which could motivate Algerian actions harm-
ing it as much or more than the targets of its
ire. Specifically, Algeria could, in the heat of
an Arab-Israeli crisis, ban the export of natural
gas to the US.1*

" 45. Such a ban could have no great practical
effect before 1975 at the earliest. We cannot
know who will be in charge then. An im-
petuous, doctrinaire leader like Ben Bella

It might alo do so in the heat of some other
crisly situation, e.g., another Algerian-Moroccan war
if Morocco were backed by the US.
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would, be far more inclined to cut off ship-
ments  than the more practical Boumcdicne.
The degree of damage the Algerians believed
they could inflict on the US and El Paso by
an embargo would also be a factor, The very
nature of the El Paso project is such that there
is almost nothing in that country owned by
E! Paso which the government could seize,
other than say office furniture and dutomo-
biles. Nor with El Paco owning and con-

~ trolling most if not all the LNG tankers,
.could ;the Algerian Government arbitrarily

divert’ 'gas shiprnents elsewhere. If it thought

" such an act would impose real damage on the

American economy;, it might be more inclined

;totakesuchastepﬂmniﬂtbelievedtheUS

had alternative sources | \of supply available
or would suffer only mlnor Inconveniences.

48, ‘l'o sum up, we cannot entirely rule
out-—in times of crlsis—lrraﬂonal, impetuous

; ‘-1‘ i
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acts by the A‘gerian Government agalnst s

oconomio interests in general and the El Paso

Natural Gas Compuny in particular. But even

if such moves were undertaken, they would
be more likely than not to be of short duration;
economio incentives to resume would reassert
themselves once the political purposes of an
embargo had been assured. In general, how-
ever, the Algerians are likely to be a reliable

commercial partner if a deal is made. Indeed,
because of small foreign exchange reserves and

probable increasing dependence on additional
revenues from gas sales, Algeria is less likely
than most other Arab producers of hydro-

carbons to impose a long-tmn embargo on
the US® i

“By 1978, Ubycwﬂlhlvemhanzemn
hrze(puhlplwbﬂllonormom) that it could shut

‘down all ofl production and live on the interest it

would draw. Algerhunnot.fotdeudaltlem.hope

tobelnleompanblepoddon
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